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Early Separation Incentives: An Analysis of
Survey Data and Reenlistment Decision-Making Models

Introduction

As a means of reducing the military force, early separation
incentives are being offered to current personnel. Incentives
include the Voluntary Separation Incentive (VSI) (annual
payments) and the Special Separation Benefit (SSB) (a smaller
amount paid in a lump sum).

Clearly, it is important for the U.S. Army to understand the
kinds of issues that will lead soldiers to accept or reject the
early separation incentive. The ability to understand these
issues will determine the extent to which the U.S. Army can
effectively administer the program. The primary objective of
this project is to demonstrate the feasibility of placing the
analyses of soldiers' responses to the offers within the
framework of the literature on occupational decision making.

The second goal of this project is to describe, from
available data and from variables suggested by the occupational
choice literature, the causal factors that lead soldiers to
decide whether or not to take an incentive. The project will
examine the relationship between such things as morale, job
satisfaction, family support and other important variables that
might be related to a soldier's decision.

A third goal of this project is to examine the impact of
race and gender on a soldier's decisions to accept an incentive.
If incentives are significantly more or less acceptable to any
group, the proportion of minorities in the military could be
adversely affected by attempts to downsize. The impact of race
and gender on the decision will therefore be explored.

The final goal of this project is to develop the knowledge
base in such a way that it can add to the ability to effectively
administer the early separation program. Since "Years of
Service" and "Rank" are the administrative criteria upon which
the value of each VSI offer is determined, this project will
explore the relationship between these administrative variables
and the early separation decision.

Army Reenlistment Models

The approach taken here to the analysis of the early
separation decisions is to place them within the framework of the
literature on occupational decision making. The literature that
has examined this topic generally views occupational choice as if
each individual were selecting from a variety of possible
occupations, each of which might differ on important factors such
as pay and intrinsic satisfaction. This rational economic
perspective with regard to occupational choice dates as far back
as the time of Adam Smith (Smith, Sylwester & Villa, 1991, p.43).
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This occupational decision making framework has been used
effectively in the past to analyze similar kinds of decision
making processes, including the reenlistment decision.
Reenlistment decisions have been viewed by the Gates Commission
and by others as an occupational choice between a military career
and a variety of potential careers as a civilian. The Gates
Commission was concerned about the establishment of an all
volunteer force and the effect that changes in pay levels would
have upon reenlistment rates at the end of the first term of
service.

Since then several different "Reenlistment Models" have been
developed which have attempted to model decision making using
primarily pecuniary (e.g., pay, retirement benefits) but also non
pecuniary factors (e.g., job satisfaction, family support) to
predict and describe the reenlistment decision (Smith, et al.,
pp. 43-50). According to the Reenlistment Models, which are
described in more detail in a later section, a rational
reenlistment decision would take into consideration current and
future military earnings, as well as non pecuniary factors such
as satisfaction with military life, and weigh these outcomes
against satisfaction with civilian life and the probable income
that could be earned outside the military. The reenlistment
decision is essentially a comparison of current and future
earnings and satisfaction in the military in comparison to the
same outcomes if one were to leave the military.

It seems reasonable that the decision making processes and
factors that underlie the decision to accept or reject an early
separation incentive are very similar to those that affect the
reenlistment decision and that the "Reenlistment Models" can be
directly applied to the analysis of the early separation
incentive decision. The only difference between the two
decisions has to do with the timing of the decision.
Conceptually the decision maker, in both instances, must consider
future earnings potential and satisfaction in the Army and
contrast this with the probable outcomes in the civilian work
force in order to make the stay/no stay decision. The addition
of an early separation to the decision making mix does not change
the decision making processes but rather changes the values of
some of the decision making factors, namely, the amount of future
earnings possible if one were to leave the military.

There are two highly related Reenlistment Models which are
most commonly used to analyze reenlistment decision making and
which will be briefly reviewed here. The Annualized Cost of
Leaving Model (ACOL) and an extension of that model, referred to
as ACOL-2, are described below.

Annualized Cost of Leavina Model (ACOL)

For an individual with t years of service, the returns or
benefits for remaining with the military for s additional years
are:
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t+s
RSS = E dj-'Mj + d8+1 [Rt+a + Wt+s]

j=t
where:

RS, is the expected present value of income from an
additional S years with the military;

Mj is military pay in year j, j=t,...t+s;

R,+, is the expected present value of retirement income
for serving t+s years;

Wt+, is the expected present value of civilian income
after serving t+s years; and

d is 1/(1+p) where p is the individual's rate of time
preference;

In comparison to the returns for stving in the military
there are also returns for leaving immediately. These returns
can be stated as:

RL = Rt + Wt

where R. and W. are the present value of retirement income and
civilian wages, respectively, for leaving at time t.

The decision to stay or leave can be made by comparing RS
and RL. If RS>RL, the benefits for staying are greater than the
benefits from leaving and the rational decision is to reenlist.

The model to this point does not take non pecuniary factors
into consideration. Let k be the individual preference for the
non-pecuniary aspects of military versus civilian life. Then the
reenlistment decision can be thought of as:

RS + k > RL

That is, if the total financial and non-financial benefits
from staying in the military are greater than the financial
benefits from leaving the military, the reenlistment decision
will be made. Note that the financial benefits for leaving could
be greater than those for staying but the soldier could still
make the decision to reenlist because of k, a generally positive
attitude toward army life.

Another way to think about the reenlistment problem is to
consider what it would cost someone who would otherwise make a
positive reenlistment decision, that is, someone whose RS is
greater than their RL, to leave the military. There is a
financial cost for leaving (COL) which can be defined as:

COL=RS-RL
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In order to make it worthwhile for someone in this situation
to leave the military it is necessary to provide them a financial
incentive that is 4reater than their COL. Thus in order for the
early separaticn incentives (ESI) to be effective:

ESI > RS - RL

or if non-pecuniary factors are considered:

ESI > RS - RL + k

Since at the time an offer is made there are no retirement
benefits that are applicable, the return for leaving can be
stated as:

RL = W; since R = 0 and

ESI > RS - W + k

ACOL-2

The ACOL model considers first and second term reenlistment
rates to be identical. This however can not be correct since the
retention rates at the second term will depend upon the value of
the first term decision. The ACOL-2 model adds an error term to
correct for this selection bias. In the ACOL-2 model the Cost of
Leaving (COL) is defined as:

s T s

(E(WMit - WC1 t) dt + E(WCist-WCit + Rist) dt) / (Edt)
1 s+1 1

where:

WMit is military earnings;

wCe, is civilian earnings;

WC.,t is civilian earnings after s years in the
military;

Ri 8 = is military retirement benefits;

dt is the individuals' rate of time preference.

As we did in the ACOL model we can set R=0 and the value for
an early separation incentive to be effective is

s T
ESI= E(WMit - WC1 t) dt + E(WCist-WCit) dt

1 s+1
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There is a great deal of similarity between this equation and the
early separation incentive equation that resulted from the ACOL
model.

Correlates of the Attractiveness of
Early Separation Incentives

The Survey of Total Army Military Personnel (STAMP) was
mailed to a sample of about 51,000 soldiers (21,00 active and
30,000 reserves) shortly after Operation Desert Shield/Storm.
The STAMP is designed to provide personnel officials with
information that can assist them in setting policies and
procedures during demobilizations, redeployments and downsizing.
The survey topics include morale, organizational commitment,
leadership, training, career plans, adequacy of mobilization and
reactions to specific personnel management policies such as
Voluntary Separation Incentives.

Because of the broad range of topics covered on the STAMP,
data was collected that can be used to assess both soldiers'
reactions to the early separation incentives and their attitudes
and responses to many of the variables deemed important by the
ACOL Models in determining the COL. As a re3ult it was possible
to examine the correlations between ACOL variables and early
separation incentive variables so that the effectiveness of the
Army Reenlistment Models could be determined.

On the STAMP, soldiers' reactions to the early separation
incentive offers were obtained in several formats and are
reproduced in Appendix A. Note that only soldiers with between 6
and 19 years of service answered these items.

As mentioned above, many STAMP variables are related to
different aspects of the ACOL Models. Several of these variables
were selected for analysis based upon the extent to which they
reflect important ACOL concepts. Those variables which were
selected include such things as morale, family support, years of
service, rank, gender and race (see Appendix B).

Thus responses on these ACOL variables will be compared to
early separation decision making within the framework of the Army
Reenlistment Models. These models ought to play an important
role in understanding early separation incentives decision making
for the following: the Army Reenlistment Models have
demonstrated validity with regard to the reenlistment decision;
they have a long developmental history; they offer a great deal
of insight into the decision making process; and they are
supported with substantial research.

While the analysis of the ACOL Models could have been
conducted using any of the early separation incentives questions,
item 215a was considered the critical item for our analysis.
This critical item, which asks the respondent to provide the
amount of the lump sum payment that they would accept for
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voluntarily leaving military service, became the dependent
variable in many of the analyses that follow. Thus, rather than
analyze item 217a, which directly asks the soldiers if they
will/will not ta<e the early separation incentives, the focus
here is ratner on the correlates of the soldiers' assessment of
their own needs or "worth".

This focus was taken for several reasons. The soldiers
take/no take decision depends on their "worth" in comparison to
the size of the actual early separation incentive offer. That
is, if the early separation incentive offer were greater than the
soldiers' assessment of their "worth" they would take the offer;
otherwise they would not. Since the size of the early separation
incentive could change it was considered more appropriate and
more direct to assess the correlates of the soldiers' "worth"
rather than their final decision, which could fluctuate with
different offers. In addition, item 215a can also be thought of
as a measure of what the ACOL models refer to as the cost of
leaving (COL). The item asks soldiers to directly assess their
own COL. Thus, by examining the correlates of 215a, we are not
only examining the possible factors related to the take/no take
decision, but also the determinants of the soldiers' COL. Item
215a will be referred to as "the COL item" in sections that
follow.

The analyses reported here were conducted on three distinct
groups of respondents. These groups are:

N=4632 Enlisted Personnel
N=2697 Warrant Officers
N=3777 Commissioned Officers

Because of missing data on specific items, sample sizes reported
for specific analysis are often smaller.

For Enlisted Personnel, Warrant Officers and Commissioned
Officers, correlations between the selected STAMP variables and
the COL item are presented in Appendix C, D, and E. These
correlations were performed on variables which have a limited
range. This range sets an upper limit to the size of the
correlation which can be obtained. A correction for attenuation
would seem feasible if reliability coefficients were available
for specific items or groups of items. Since this correction
cannot be performed at this time, the reader should keep in mind,
in evaluating the correlations in Appendix C, D, and E, that
corrected correlations would be considerably higher.

The correlations presented among the ACOL variables and the
COL item demonstrate that there are several items that have
significant and meaningful correlations with COL. These items
tend to group around several factors which are described in Table
1.
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Table 1

Correlations of STAMP Variables With COL for Enlisted Personnel
(N=4632)

Item r

Years Of Service

#194 Years to retire .22
#007 Years on active duty .26
#15 Likely stay to retire .26
#193c Allowed to serve to retire .21

Rank

#004 Rank .25

Morale

#76 Morale is high .13
#100 Morale in unit .13

Job Satisfaction

#88 Job is important .10
#90 Boredom is problem .12

Family

#180b Mate support .17
#165 Dependents .11
#186b DOB last child .21

Retirement Anticipation

#23 Stay even if could retire early .19
#193d Likely involuntary separate -. 14
#193e Likely offered early out -. 14

The findings described in Table 1 are consistent with
predictions that would be made using the ACOL model and support
the feasibility of using the ACOL for analysis of early
separation incentive decision making. That model predicts that
COL will be higher the greater an individual's current salary,
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the greater the present value of their retirement and the greater
the present value of their post-retirement civilian earnings.
COL will also be higher the greater the value of k, the net
affinity of the soldier for military life.

Since Years of Service and Rank are directly related to
current salary the ACOL model would predict that the greater the
Years of Service and Rank the greater the COL. Therefore a
positive correlation for these two variables with COL would be
expected. In addition, the longer the Years of the Service and
the higher the Rank, and the higher the present military pay, the
greater the discrepancy between military pay and possible
civilian earnings. This would also act to increase RS and COL and
thus the correlation between COL and Years of Service. In fact
our data demonstrates that Years of Service and Rank are
positively correlated with COL.

The relationship between Retirement Anticipation,
individuals' belief that they will serve until retirement, and
COL is also correctly predicted by the ACOL model. According to
the ACOL Model the greater the likelihood that there will be an
involuntary separation and that the individual cannot stay until
retirement, the lower the COL. This is because with an
involuntary separation the soldier loses the opportunity to
collect retirement. Thus, fear of such an occurrence lowers the
present value of the retirement flow, decreasing the returns for
staying in the military (RS). This in turn decreases the size of
COL. The STAMP data correctly shows a negative correlation
between COL and involuntary separation variables.

High k should be correlated with early separation decisions.
By definition the greater the k the higher the COL. Several
variables that might be thought of as measures k are morale, job
satisfaction and family support for an Army career. These
variables have demonstrated moderate correlations with COL. Only
moderate correlations would be expected since k is itself a
poorly defined variable and not completely measured by these
three variables.

It can be concluded from these analyses that (1) the Army
Reenlistment Models are viable methods for analysis of early
separation incentives decision making, (2) the variables that
appear to be the most significant components of k are morale, job
satisfaction and family issues and (3) Rank and Years of Service
and the probability of successfully achieving retirement are most
directly related to the pecuniary issues underlying a decision to
accept an early separation offer.

In order to see if a larger proportion of the COL variance
could be explained by combining items or factors, a stepwise
multiple regression was run for each sample group. The results of
the stepwise regressions are presented for, Enlisted,
Commissioned Officers, and Warrant Officers in Tables 2, 3, and
4, respectively.
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Table 2

Summary of Forward Selection Procedure for First Five Variables
and Dependent Variable COL (Enlisted Personnel)

R_2 R2
VARIABLE PARTIAL MODEL F PROB>F

Rank 0.0877 0.0877 198.6617 0.0001

Stay If Could 0.0245 0.1122 56.9284 0.0001
Retire

Housing 0.0111 0.1233 26.1172 0.0001

Career Plans 0.0110 0.1343 26.3174 0.0001

Years of Service 0.0067 0.1410 16.1093 0.0001

Table 3

Summary of Forward Selection Procedure for First Five Variables
and Dependent Variable COL (Commissioned Officers)

R2  _2

VARIABLE PARTIAL MOD F PROB>F

Years Of Service 0.2293 0.2293 591.0448 0.0001

Stay If Could 0.0186 0.2480 49.1560 0.0001
Retire

Rank 0.0084 0.2564 22.3800 0.0001

Career Plans 0.0054 0.2618 14.5441 0.0001

Feel Like Leaving 0.0019 0.2637 5.1364 0.0235
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Table 4

Summary of Forward Selection Procedure for First Five Variables
and Dependent Variable COL (Warrant Officers)

R 2 __ R _
VARIABLE PARTIAL MODEL F PROB>F

Years Of Service 0.0524 0.0524 35.4913 0.0001

Career Plans 0.0117 0.0640 7.9806 0.0049

Unit Works Well 0.0140 0.0781 9.7283 0.0019

Feel Like Leaving 0.0055 0.0836 3.8466 0.0503

Rank 0.0033 0.0869 2.2977 0.1301

The results of the stepwise regressions do not add
significantly to the understanding of the causal factors leading
to the COL decision. Because of missing data, sample sizes are
greatly reduced and R squares are smaller than would be expected.
For all three samples, Years of Service and Rank were among the
first five variables entered into the equation. Years of Service
was entered first for both Warrant and Commissioned Officers and
Rank was entered first for Enlisted Personnel.

Predicting The Cost of Leaving

The absolute value of early separation incentive offers is
based upon Rank and Years of Service. STAMP data was analyzed to
determine if these two variables were related to COL. The STAMP
data analyzed above demonstrated a correlation between these
variables and COL. In this section, Analysis of Variance
procedures are reported using Rank and Years of Service as
independent variables and COL as the dependent variable.

Table 5 provides the analysis of variance table for COL by
Years of Service and Rank for Enlisted Personnel. Years of
Service and Rank were significant predictors of VSI with an R
square of about .12. A similar analysis of variance for
Commissioned Officers, presented as Table 6, also shows
significant results but with an R square of .25. For Warrant
Officers, the R square shown in Table 7 was only .10. The factor
Years of Service was significant for Warrant Officers but Rank
was not significant.

In general, the data presented in Tables 5-7 support the use
of Rank and Years of Service in the administration of the early
separation incentive program.
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Table 5

Analyses of Variance for COL by Years of Service (YOS) and Rank
(Enlisted Personnel N=2992)

SOURCE QE TYPE III SS MEAN SQUARE F VALUE PR > F

RANK 7 1558102.511 222586.073 3.37 0.0014

YOS 26 4135397.795 159053.761 2.41 0.0001

RANK*
YOS 52 3905794.495 75111.433 1.14 0.2344

Note: R-Square= 0.123899

Table 6

Analyses of Variance for COL by Years of Service (YOS) and Rank
(Commissioned Officers N=2829)

SOURCE 2F TYPE III SS MEA SQUARE F VALUE PR > F

RANK 5 926070.430 185214.086 3.09 0.0088

YOS 26 5456660.480 209871.557 3.50 0.0001

RANK*
YOS 67 4499577.726 67157.877 1.12 0.2391

Note: R-Square= 0.254118

Table 7

Analyses of Variance for COL by Years of Service (YOS) and Rank
(Warrant Officers N=876)

SOURCE PF TYPE III SS M F VALUE PR > F

RANK 3 347910.472 115970.157 1.53 0.2049

YOS 24 3494482.080 145603.420 1.92 0.0051

RANK*
YOS 31 1673173.114 53973.326 0.71 0.8771

Note: R-Square= 0.104028
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Race and Gender Differences in the Cost of Leaving

A major concern with offering early separation incentives is
that the rate of acceptance may be different for subgroups that
make up the U.S. Army. In order to determine if there are
differences by Race and Gender in terms of attitudes towards the
early separation incentive, analysis of variance procedures were
conducted using Race (Black, American Indian, White,
Asian-Pacific Islander, Other) and Gender as dependent variables
and COL as the independent variable.

For the Enlisted personnel sample and the Warrant Officer
samples, average males' COL were higher than females' COL and
Asian/Pacific Islander and White means were higher than the means
for Blacks and American Indians. These mean differences however
were not significant. Thus, as shown in Tables 8 and 9, neither
Race nor Gender are significant factors in determining the size
of the COL for Enlisted Personnel or Warrant Officers.

The results for Commissioned Officers were different. For
this group both Gender and Race were significant factors in
determining the COL, as shown in Table 10.

Table 8

Analyses of Variance for COL by Race and Gender (Enlisted
Personnel)

SOURCE 2F TYPE III SS MEAN SQUARE F VALUE PR > F

SEX 1 80219.5873 80219.5873 1.09 0.2958

RACE 4 583193.5442 145798.3861 1.99 0.0938

Note: R-Square= 0.002921

Table 9

Analyses of Variance for COL by Race and Gender (Warrant

SOURCE TYPEIII MEAN SUARE F VALUE PR >F

SEX 1 82779.4582 82779.4582 1.04 0.3074

RACE 4 202214.2787 50553.5697 0.64 0.6362

Note: R-Square= 0.004141
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Table 10

Analyses of Variance for COL by Race and Gender (Commissioned
officers)

SOURCE DF TYPE III SS MEAN SQUARE F VALUE PR > F

SEX 1 1843343.079 1843343.079 24.05 0.0001

RACE 4 1417808.536 354452.134 4.62 0.0010

Note: R-Square= 0.015966

Conclusions and Recommendations

There are four basic conclusions related to the four goals
of the study:

(1) The Army Reenlistment Models provide a sound explanatory
basis for understanding early separation incentive decision
making and should form the framework of additional research in
this area;

(2) Years of Service and Rank have been shown to be
significantly related to early separation incentive decision
making;

(3) Years of Service and Rank could effectively be used as
the determining factors in setting the size of early separation
incentive offers in the administration of early separation
incentive program;

(4) Race and Gender have not been clearly shown to be
determining factors in the early separation incentive decision.

Three recommendations for further research follow from the
study:

(1) It is necessary to develop regression equations using
Years of Service and Rank as predictors of COL. Separate
equations may need to be developed for Enlisted, Commissioned and
Warrant Officers and possibly for more specific assignments and
MOS categories. It is also necessary to attempt to fit non-
linear equations to available data.

(2) Race and Gender issues need to be more fully
investigated to assure that there are not differences in the rate
at which different groups accept early separation incentive
offers.
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(3) Additional models and explanations for early separation
incentive decision making need to be examined. These include
Personal Discount Rates and Turnover Models.
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